
~v52@w\;A

1

2

3

4

5

MIKE GLEAS ON, Cha irma n
W ILLIAM A.  MUNDE LL
J EFF HATCH-MILLER
KRIS TIN K. MAYES
GARY P IERCE

C O MMIS S IO NE R S

91 nr

BE FO RE  THE  ARIZO NA CO RP O RATIO N M
;°Q =. v E

I 21333 114.9 2\ 2=

£._ `\ i sPGT89 cl:
Di33%l; i  L

he.

P l ' \

lllllllllllllllllllIIIII
000008281 9

Lwrlv

DOCKET no. W-02113A-04-06166

7

8

9

IN THE MATTER OF THE APPLICATION OF
CHAPARRAL CITY WATER COMPANY FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITYPLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES FOR UTILITY
SERVICE BASED THEREON.

NO TIC E  O F  E R R ATA
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11 S ta ff he reby File s  a  notice  of e rra ta to corre ct an e rror tha t appears on page ll o f its  c lo s in g

12 brie tta  tiled on March 5, 2008. A corrected page  is  a ttached to this  notice .

RES P ECTFULLY s ubmitte d this 2181da y ofMa rch, 2008 .13
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Arizona Corporation Commission
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J a ne t Wagner, Senior S ta ff couns el
t o p p e r  C .  Ke e le y ,  C h ie f C o u n s e l

. .-ca l Divis ion
1200 West Washington Street
P hoe nix, Arizona  85007
Te lephone : (602) 542-3402 MAR 2i
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Origina l a nd thirte e n (13) copie s

2 0 of the  fore going we re  tile d this
218' da y ofMa rc h , 2008  with :

DOCKFTED I.` !. s
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Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007
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Copy of the  foregoing ma iled this
25 2 1  da y ofMa rch, 2008 to:
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Norman D. James
Jay L. Shapiro
FENNEMORE CRAIG, P .C.
3002 North Centra l Avenue , Suite  2600
Phoenix, Arizona  85012
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Scott S . Wakefie ld, Chie f Counse l
RUCO
1110 West Washington Stree t, Suite  220
Phoenix, Arizona  85007
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1
mode rn fina ncia l mode ls  dire ctly to a  FVRB cre a te s  re dunda ncie s  a nd double  counting, the re by

2
The  a d jus tme n ts  to  the  WACC da rt S ta ff ha s

3
le a ding to e xce s s ive  a nd unre a s ona ble  ra te s .

recommended appropria te ly address the  mismatch between the  WACC and the  FVRB .
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THE  E VIDE NC E  P R E S E NTE D IN THIS  C AS E  P R O VIDE S  AN O P P O R TUNITY
F O R  T HE  C O MMIS S IO N T O  AP P LY IT S  E XP E R T IS E  AND DE T E R MINE  AN
AP P RO P RIATE  FVRO R FO R THE  CO MP ANY.
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In this  ca se , the  Commiss ion ha s  be e n pre se nte d with a  numbe r of a lte rna tive  me thods  for

de te rmining the  Compa ny's  FVROR. RUCO, for e xa mple , a djus te d the  WACC by re moving a n

infla tion fa ctor, the re by a rriving a t a  re comme nda tion of 5.6. S ta ffs  firs t a lte rna tive , which us e s  a

ze ro cos t-ra te  for the  Fa ir Va lue  Incre me nt, a rrive s  a t a  re comme nda tion of 6.34 pe rce nt. S ta ff's10
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se cond a lte rna tive , which de ve lops  a  non-ze ro cos t-ra te  for the  Fa ir Va lue  Incre me nt, a rrive s  a t a

re comme nda tion of 6.54 pe rce nt." In a ddition, the  re cord a lso conta ins  te s timony re la te d to FERC's

me thod for de te rmining a  FVROR. For oil pipe line s , FERC a djus ts  the  cos t of e quity e s tima te  for

infla tion. Tr. a t 203. Applying this  kind of a djus tme nt to the  WACC in the  pre s e nt ca s e  yie lds  a

FVROR of 6.39. Tr. a t 162-64.15
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It may be  he lpful to cons ide r these  va rious  recommenda tions  by cons ide ring the  na ture  of the

inquiry unde rlying the  de te rmina tion of a  FVROR. As  S ta ff witne ss  Pa rce ll s ta ted,
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[t]his  is  a  proce s s  tha t re quire s  the  e xe rcis e  of judgme nt. It is  the re fore
more  akin to e s tima ting the  cos t of equity than it is  to a sce rta ining the  cos t
of debt. Furthermore , ce rta in aspects  of the  process  for es timating the  cost
of e quity a re  re la tive ly we ll e s ta blis he d in  fina ncia l the ory. No s uch
s imila r pa ra lle l e xis ts  for de te rmining the  fa ir va lue  ra te  of re turn. This  is
why S ta ff ha s  proposed two a lte rna tive  ca lcula tions  for the  fa ir va lue  ra te
of re turn in this  proce e ding, i.e ., to provide  the  Commiss ion with a  se nse
of th ; ra nge  for the  fa ir va lue  ra te  of re turn tha t is  a ppropria te  in  th is
case.
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In de te rmining a n a ppropria te  FVROR for Cha pa rra l City, the  Commis s ion ma y cons ide r a ll of the

a va ila ble  e vide nce  a nd ma y use  its  e xpe rtis e  to re concile  the  e vide nce  a nd de ve lop a  re a sona ble
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26 Staffs second alternative uses 1.25 percent as the cost-rate for the Fair Value Increment. This 1.25 percent is the mid-
point of a range wherein die real risk-free rate is the maximum cost-rate for the Fair Value Increment and zero is the
minimum cost-rate Conceptually, the Commission could use any point within that range as the cost-rate for the Fair
Value Increment.
27 Exh. s-R6 at 21.


